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9 AT&T 1994 Annual Report-

With 5-'_ of the $1.5 trilUon
global information industry,
AT&T is a small fish with
Ials .f room~IP'DW.



An Overview of Our Business Operations
Our main business is meeting the communications and
computing needs of our customers by using networks to
move and manage information. We divide the revenues and
costs of this business into three categories on our income
statement: telecommunications services, products and
svstems and rentals and other services. AT&T Capital
Corpor~tion (AT&T Capital) and AT&T Universal Card
ServIces Corp. (Universal Card) are partners with our
communications and computing business units as well as
innovators in the financial services industry. We include
their revenues and costs in a separate category on our
income statement:financial ser.;ices and leasing.

Competition in communications and computing is
global and increasingly involves multinational firms and
parmers from different nations. To increase our global
presence, we are hiring, building facilities and investing
outside the U.S. We believe these commitments of
resources are necessary to be successful in these markets.
However, the economies ofEurope and Japan were very
weak in 1992 and 1993, and we restructured some
operations in those areas. For these reasons we reported
operating losses, in total, for the past three years in our
units outside the U.S. Nevertheless, we continue to believe
that these operations and markets provide excellent oppor
tunities for future growth in revenues and earnings.

All our business units face suff competition. Prices and
technology are under continual pressure. Such market
conditions make the ongoing need for cost controls even
more urgent. Managers must continuously assess their
resource needs and consider further steps to reduce costs,
which could include consolidating facilities, disposing of
assets, reducing workforce or withdrawing from markets.

In 1993 one of our business units, AT&T Global
information Solutions Company, offered an early retire
ment program and a voluntary separation program to its
U.S.-based employees. About 2,200 employees accepted
the early retirement offer, and t::l,e total workforce at
the unit has declined by more than 10% since year-end
1993. We also provided reserves in 1993 to" restructure
and centralize support services for telecommunications
services and for other restructuring activities. In total
we provided $498 million before taxes in 1993 for restrUc
turing activities.

At year-end 1994 reserves for all restructuring activities
amounted to about $900 million, most of which relates to
net [ease payments to be made over the life of the related
leases. We believe the balance of reserves is adequate for
the completion of planned activities to improve efficiency

as part of our commitment to meet intense competition.
Like other manufacturers, we use, dispose of and clean

up substances that are regulated under environmental
protection laws. We also have been named a potentially
responsible party (PRP) at a number of Superfund sites. At
most of these sites, our share is very limite~ and there are
other PRPs who can be expected to contribute to the
cleanup costs. We review potential cleanup costs and costs
ofcompliance with environmental laws and regulations
regularly. Using engineering estimates of total cleanup
costs, we estimate our potential liability for all currently
and previously owned pr'operties where some cleanup may
be required, including each Superfund site where we are
named a PRP. We provide reserves for these potential costs
and regularly review the adequacy of our reserves. In addi
tion, we forecast our expenses and capital expenditures for
existing and planned compliance programs as part of our
regular corporate planning process. Despite these proce
dures, it is very difficult to estimate the future impact of
actions regarding environmental matters, including poten
tialliabilities. However, we believe that cleanup costs and
costs related to environmental proceedings and ongoing
compliance with present laws will not have a material
effect on our future expenditures, annual consolidated
financial statements or competitive position beyond that
provided for at year-end.

Many of our employees are represented by unions. In
1995 we will negotiate new labor agreements because the
1992 contracts are due to expire on May 27.

Telecommunications Services
'l'hese revenues, which include wireless services rev
enues, grew 4.3% in 1994 and 1.6% in 1993. Volume
growth, caused by market share gains among residential
customers, strong demand from business customers, new
cellular customers and the improved economy, fueled the
faster growth in 1994.

Wireless services revenues, including cellular, messaging
and air-to-ground services revenues, grew to 52,280 mil
lion in 1994 from 51,760 million in 1993 and 51,387 mil
lion in 1992, primarily because of the added traffic coming
from new customers. Cellular customers served by
companies in which AT&T has or shares a controlling
interest increased to 4.0 million at year-end 1994, from
3.0 million at the end of 1993 and 2.2 million at the end
of 1992.

Billed minutes for switched long distance services rose
more than 7.5% in 1994 compared with 5.5% in 1993.
Volume growth exceeds revenue growth because many
customers are selecting higher-value, lower-priced

.,..,

To complete the merger, McCaw's :Jwners
exchanged their McCaw stock for 197,5 mil
lion sh;res of newly issued AT&T stock. At
the market ciosing price for AT&T stock on
September 19, the offiCial day of the merger,

Reporting on the Merger

that exchange was worth about S11.5 billion.
We accounted for the merger as a pooling

of interests. That means we combined the
financial stateme:1ts for the two compames.
We did however, take out the buslD~ss

between the compani~s just as we remove
dealings between Olher AT&T units. Now
all our tinanclal inronnatlon shows .:om
bmed amounts as if we had always been
one company.



(unaudited)
AT&T Corp. and Subsidiaries

Dollars in millions (except per share amounts)

1994 1993* 1992 199[* 1990 1989 1988* 1987 1986* . [985 1984

Results of Operations
Total revenues 575,094 $69,351 566,647 564,455 563,228 561,604 562.067 560,726 561,975 563, I59 560,326
Research and

development expenses 3,110 3,11 I 2,924 3,114 2,935 3,098 2,988 2,810 2,599 2,527 2,477
Operating income (loss) 8,030 6,568 6,628 1,570 5,622 4,931 (2,381) 4,164 978 3,562 2,325
Income (loss) before extraordinary

item and cumulative effects
of accounting changes 4,710 3,702 3,442 171 3,475 2,820 (1,527) 2,374 609 1,856 1,712

Net income (loss) 4,710 (5,906) 3,442 171 3,666 2,820 (1,527) 2,374 434 1,856 l,il2
Earnings (Joss) per common share

before extraordinary item
and cumulative effects
of accounttng changes 3.01 2.39 2.27 0.12 2.38 1.95 ( 1.06) 1.61 0.36 1.21 I.l4

Earnings (loss) per
common share 3.01 (3.82) 2.27 0.12 2.51 1.95 (1.06) 1.61 0.24 1.21 1.I4

Dividends declared per
common share 1.32 1.32 1.32 1.32 1.32 1.20 1.20 1.20 1.20 1.20 1.20

Assets and Capital
Propeny, plant and

equipment-net 522,035 521.015 520,798 519,887 519,536 517,653 $16,886 $22,159 522,247 523,182 522,180
Total assets 79,162 69.393 66.104 62,071 57,036 45,228 41,945 45,583 44,305 44,824 43,461
long-term debt including

capital leases 11.358 11,802 14,166 13,682 14,579 10,116 10,172 9,060 8,234 8,104 8.963
Common shareowners'

equity 17921 13.374 20,313 17,973 17,928 15.72i 13,694 16.913 15,849 16,945 15,852
Net capital expendirures 4.853 4.296 4,328 4,376 4.369 4,162 4,528 3,936 3,977 4,303 3,685

Other Information
Operating income (loss)

as a percentage of
revenues 10.7% 9.5% 10.0% 2.4% 8.9% 8.0% (3.8)% 6.9% 1.6% 5.6% 4.7%

Net income (loss) as a
percentage of revenues 6.3% (8.5)% 5.2% 0.3% 5.8% 4.6% (2.5)% 3.9% 0.7% 2.9% 2.8%

Rerum on average
common equity 29.5% (47.1)% 17.6% 0.9% 21.2% 19.1% (8.9)% 14.3% 2.0% 10.6% 10.4%

Data at year-end:
Stock price per share 550.25 552.50 551.00 539.125 530.125 545.50 528.75 527.00 525.00 525.00 519.50
Book value per common

share 51],42 5 8.65 513.3 I 512.05 512.33 SIO.92 S 9.57 511.37 S 11.04 S11.73 51U9
Debt ratio 58•.3% 64.4% 53.1% 54.8% 53.5% 45.0% 45.8% 38.4% 39.6% 39.9% 42.0%
Debt ratio excluding

financial services 34.1% 49.1% 40.3% 46.0% 47.6% 39.3% 42.2% 35.2% 37.6% 38.4% 41.7%

Employees 304,500 317,700 319,000 322,300 333,400 343,000 367,400 366.200 379,900 400,400 427,800

.! 993 data retlect a 59.6 billion net charge for~~ accounting changes.
1991 data re!lect ~.5 billion ofbusioe$S resttuenlliog and other charges.
1988 data retlect a 56.7 billion charge due to accelerated digilization of the long disWlce network.
1986 data rerlec! 53.2 bIllion of charges for busiru:s5 restrUcturing, an accounting change and other items.



engineering and operator services. With lower costs and
higher revenues, the gross margin percentage rose to 41.8%
in 1994 from 39.0% in 1993 and 37.2% in 1992.

Products and Systems
Expansion abroad and into new customer segments,
improved global economic conditions and major contract
wins raised sales by 18.1 % ill 1994 and 8.1 % in 1993
despite stiffprice competition. Sales outside the U.S. grew at
a faster rate than U.S. sales and were responsible for more
than halfthe growth both years. We expect sales under major
contracts and the continuing.economic recovery outside the
U.S. in 1995 to pave the way for further growth in revenues.

Revenues from sales of telecommunications network
products and systems grew 17.3% in 1994 and 8.5% in
1993. The 1994 increase reflected higher sales across this
product line, particularly in switching and transmission
systems and wireless products. About $243 million of
switching revenues in 1994 came from consolidating
A.G. Communication Systems Corporation because AT&T
raised its ownership to 80%. The 1993 increase came chietly
from higher sales of wireless products, switching equipment
and operations systems. For the last two years, sales grew
both inside and outside the U.S.

Mar1<ets and compeCi'
Uon in the infom1ation
indUSllY Sfe ¥!creasingly
global in SCOll'!. Some of
tne fastest growing mar·
kets are outside the U.S.

International Reve_
From operatIonS located
in Other countries

IntellUltloMl Re__

From U.S. operatIonS
(International telecommun
Ications seMc:es. and
eJllOflS)

U.s.R..._75" :J

10% •

1511 •

1994 Sources of Revenue
As PerceDI.ICes ofTotal JUvenues

services made possible by our increasing efficiency.
.!\!though we raised prices on bask sen~"ewrthe 1*1
two years, the Wit in the..ofservices that custom.
selected reduced average per-minute revenues in 1994
and 1993.

AT&T True USA,m Savings and AT&T True Rewards,m
offer savings and other benefits to residential customers
based on their calling volumes. We also rolled out AT&T
True Voice Zl service, a patented technology to improve the
sound quality on calls placed within the continental U.S.
and Canada. Other offers. and calling plans now share this
theme of offering customers true value. These dIorts
helped us retain and win back residential customers in
1994, allowing us to recapture some market share for the
first time since the breakup of the Bell System in 1984.

We expect continuing strong volume growth in 1995,
leading to further growth in telecommunications services
revenues. Several of our initiatives will enhance future
network capabilities for communications and computing.
For example, since late 1994, Network Notes,m has enabled
customers to access applications and information hosted
on the AT& T network that are compatible with the popular
Notes groupware software from Lotus Development Corp.
Beginning in 1995, Netware COITJect'm services, based on
popular networking software frOfJ NovelL Inc., will enable
users to link computers or use computer-based services
through the AT&T network. Through our relationship with
Xerox Corp., users will be able to store and transmit high
quality production documents through our network. Our
WoridWorx,m service, developed~ncooperation with
several major equipment vendors, will permit interactive,
multipoint video and data calls. Customers using our
PersonaLink.'m service may program "intelligent agents"
to sort through, retrieve and monitor desired information
on networks.
'TbtaIcostoftl~ICIIVices dtdifted both f

years despite higher volumes, in part bIcaute ofreduced •
prices for coonccting customers through toea! net'MH'ics.~
addition, we improved our efficiency in network operations,

Spotlight on Some Trends in
Telecommunications Services

Competition is changiDg.
As we look ahead, along with growing oppor
runities, we see more direct competition for
AT&T corning from local telephone, l(mg
distance, cable television, wireless and other
companies that offer network services. AT&T,
as a supplier of networking systems, sc:rvices
and products, will be a supplier as well as a
customer and competitor of these finns. There
may also be other entrants from the communi
cations and intonnation services indw;,tries.
such as providers of information systems, who
wlI! offer basic or integrated services.

Customers and competitors - prest:nt and
future - Jre making acquisitions, merging, and
fonmngJoint ventures and alliances C(I expand
theIr geographic reach, enter new markets

and gain scale. Some of the largest cable TV
companies, such as Tele-Communications Inc.
(TCl) and Time Warner Inc., are clustering
cable systems. Cables have more capacity than
current phone lines, suiting them for multi
media use. Bell Atlantic Corporation., Nynex.
Corporation, U S West, Inc. and Airtouch
Communications Corp. fonned an alliance
of their cellular operations to gain a national
presence and bid against AT&T and others for
radio licenses to provide personal commu
nications services. These licenses are being
auctioned by the Federal Communications
Corrunission to get as many as seven wireless
competitors in each territory. Sprint Corpora
tion (Sprint), which already competes in local
phone service, long distance Jnd cellular

markets, is fonning a joint venture with cable
companies TCI, Comcast Corp. and Cox
Enterprises, Inc. to expand its presence in
both local and wireless markets.

Several bills were introduced in Congress
last year which would have accelerated com
petition for local access and phone services
and permitted the Regional Bell Operating
Companies (RBOCs) to offer long distance
services under certain conditions. Although
none of these bills was enacted, several key
members of Congress have introduced or
announced plans to introduce new bills during
1995 that would pennit competinon in local
services and set conditions under which the
RBOCs would be permitted to offer long dis
tance services and manufacmre equipment.
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I Products and Systems
I

Dollars in millions 1994 1993 1992I
! Revenues
i
I Telecommunications networkI

I products and systems S 9,785 S 8.345 S 7,691I

J Compurer products and systems 4,208 3,.HO 3,358
Communications products

j
and systems 4,494 3,692 3,279

Microelectronics products,
special-design products for
US. government, and other" 2,674 2,418 2,251

I Products and systems s:n,161 S17,925 S16,579

I Gross margin percentage 37.3% 38.8% 39.8%
!

!

I
~

1
J

'''Other'' is composed pnncipally of media. preG-Orninanlly for use with automated teller
machlfies and point-of-sale equIpment, and bUSiness forms.

AT&T was selected for several large projects for net
work products and systems over the past two years that
we believe will lead to many sales opportunities in the
years ahead. Pacific Bell and Bdl Atlantic Corporation
chose AT&T as the major equipment supplier and systems
integrator for planned multimedia networks. These two
projects alone could generate up to S1°billion in reven
ues for AT&T over the next seven years. AT&T was also
awarded major contracts by other US. telephone and cable
companies, including Southern~ewEngland Telephone
Corp. and Time Warner, Inc. Outside the US., AT&T won
a S4 billion contract with Saudi .'\rabia and signed a long
term system support agreement, worth about S500 million
over five years, with China's Guangdong pro\ ~e govern
ment agencies.

Revenues from sales of computer products and systems
grew 21.3 % in 1994 and 3.3% in 1993. The growth came
mainly from higher US. sales of workstations, automated
teller machines, and mid-range and high-end systems for
enterprise-wide computing. Price competition for this
product line is very fierce, particJlarIy for personal com
puters, so revenue growth has lagged behind the gains in
volumes. We changed the end of the fiscal year for certain

operations located outside the U.S. to December from
November in 1994 to report essentially all of our opera
tions on a calendar year. This added $223 million in rev
enues and a marginal loss in income in 1994. About $113
million of these revenues were from sales of computer
products and systems.

Revenues from sales of communications- products and
systems rose 21.7% in 1994 and 12.6% in 1993. More than
half this growth in both years came from higher sales of
business communications products and systems. We also
had higher sales of consumer communications products
particularly cellular phones-submarine cables and data
communications equipment. AT&T Submarine Systems,
Inc. and a partner were awarded a $1.2 billion contract to
supply and construct the 17,OOO-mile Fiber Optic Link
Around the Globe (FLAG) cable system. This system is
scheduled to be completed during 1997. We will manage
the entire marine installation and also supply network
management equipment.

In total, revenues from sales of microelectronics prod
ucts, special-design products for the federal government,
and other products and systems grew 10.6% in 1994 and
7.4% in 1993. Growth in both years came mainly from
higher sales of microelectronics components and power sys
tems to equipment manufacturers outside the US. Sales of
media and business forms rose slightly in 1994, but were
steady in 1993. Because of reduced defense spending by the
US. government, sales ofspecial-design products, such as
secure phones, declined both years.

We sold several smaller operating units in 1994 and
arranged to sell NCR Microelectronics and are negotiating
to sell a copper cable unit in early 1995. These sales will
reduce our revenues, as well as our costs and expenses, by
about $1 billion a year. Most of the revenues related to
product sales, about half in the microelectronics products
category.

The increase in cost of products and systems is mainly
associated with the higher sales volumes both years. The
declining gross margin percentage reflects pricing pres
sures and a changing product sales mix.

]

Some of the RBOCs are also seeking th::s same
kind ofpermission through the couns.1bey
requested relief from the decree that broke up
the Bell System - the Modification ofFinal
Judgment of 1982 - including provisions that
bar the RBOCs from offering long dista:llce
services and manufacturing equipment We
believe the RBOCs must face real competition
for their local business before getting th,~ per
mission they seek. Absent local competition
they could use their bottleneck control over
connections to customers to disadvantage
competitors.

It is not possible to predict the timing,
course and circumstances ofchanges that
may come from technology, new alliancJ:s,
regulation and legislation. We set a high
pnority on anticipating these changes and
pOSitioning AT&T for future success. How
ever, depending on their exact narure and

timing, such changes could affect our future
revenues and earnings adversely.

Competition will be global. as
legal monopolies disappear in
other countries.
Mexico will open to competition beginning in
late 1996. We are working with Grupo Alfa to
plan a joint venture to compete there. Other U.S.
companies - including MCl Communications
Corp. (MCn, Sprint and GTE Corporation 
have or plan alliances with Mexican companies
to compete in telecommunications services.

The European Union is scheduled to be
open fully to competition beginning in 1998,
but some changes are coming sooner. At year
end 1994 we were granted a license to provide
switched voice and data services and private
lines within the United Kingdom (UK.) and to
resell services between the UK. and other

countries. To better serve multinational busi
nesses in Europe, we plan a joint venrure with
the Unisource consortium founded by PTT
Telecom Netherlands, Swiss Telecom PTT and
Telia of Sweden. Telef6nica de Espana will
also become a member. The new joint venrure
would then replace Unisource as the European
parmer in the AT&T-sponsored WorldPartners
seamless global services alliance begun in
1993. British Telecommunications pic (BT)
took a 20% stake in MCr in 1994, and they
jointly fonned a venture to compete in this
same market sector.

Germany's Deutsche Telekom AG and
France Telecom each seek approval to buya
10% stake in Sprint, securing entry to the US.
market similar to that ofBT. We oppose their
plans because the French and German tele
communicatIons services markers remain
fundamentally closed.
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Changes in our competitive landscape

Multimedia networks will lead to
new ways at communicating and
computing and new forms at educa
tion and entertainment.
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In" ~:nplove~s. building plants and forming Joim \en
,:urcs However. during the past cwo ye~l.·s ,he economics
,)r E'urope ~lr1d J:lp:ln were ':ery weak :lnd we ne~ded co
r:::srruc:ure some of our overse;}s oper:llions. For these:
re~I',)I1.'i 'Ne reponed 1n oper:lling loss ir our oper:.tlions
'.Jur'I<J::: [he CS. bOlh v::::.trs ..\{e·;enhc:le:,.'i. We conlinue
(() ='c:ic\'~ :har :he:s.: operJlions :J.nd mar,ers prov'l(je
~.\cclk[1[ l)pOOnUl1llleS ,'or tUlUre ~rowlh In revenues

.II1Ll ~:lrnlngs.
-\il 'Jur bUSineSS UnilS fal:e Sliff competilion. PriCeS

Jn~ :c'~;,nology Jre under ~oncinual pres~ure. Such ll1:.tr
';'e( ~(JnJ\ilons . .liong '.Virha slow-groWl1g economy.
mJi-.c :heJngolng ne~d r'or Jcri\e ;,;ost l:omrois ~\'e:n

'1101::: '.I rgent. :'bnagers must cominuou',iy .lssess [heir
'cS,lU rce ne~ds .1nd conSider funher steps [Q reduce
~0'[S Somelimes these sleps will include consolidating
·Jcdirles. dispOSing ot' assets. reducing "\lork force or
'xlrhJrJwll1g from m:.trkels.

L.Kc ,)cher m:lnul:lclurers. we use. dispose 01 and
ck::n 'Jp subswnces ,h:ll :lre regulated under em'lron
me:ll~li prolecuon laws We :llso h:l\'e be,~n named ~l

pore:1CIJti: respol1sible pany (?RPl al J lumDer or
Sup:::rrund siles ....r mOsl at lhese ~ites. llur share IS v'ery
iil1llr:::'.l .tnll [here .lre olher PRPs '.vno C:lIl bee e...;pecteu ro
~'lI1(r:::".!l~ lO (~e ,~k~Jnup CO'lS. \\ie reView pOten[l:tl
~:e~:!lU[)~'OS(S JnJ ~'()S[, ,)f compliam:e '.\llrh c!1\",rnnme!1

':\i .1'.\' .lI1C re~ClL\tl\lIb "e~lJLtrjy. C\ing e!1gineerlng
~'I;I::~:[~S ,lr" :or:11 ~'Ie~lnup costs.,\e ~slir:llee l1ur ;Jl1ce:l-
\~d •. C'\\;ty r'or_\i: ":'Jr:-crluy ~ln<J pre':lou\ly \')''-'n~d

;~l"; :::":'.~c''-, .\ne:-:: '''\)ll~c_'jc:lnup nl~l~ ~c :--r:·~Ulrt:J. [1(!JJ-

:n~ e:.!ch Superfllnll Sile where \\e :lre named ~t PRP \Ve
provide r:::sa'.'¢~ (or lhese pmemial Losrs :lnd re~'JLlrly

re\'iew [he lldc~ll:lI~Y of llur reserve,""~ !Il ~ldlli[loll. \\e
(orec:.lS[ l)llr e,-pellses- Jnd c:apir~d expenditures tm e.\ls[
ing :mo plal1neu ~'ornpliJIK::: progrllJ1lS as p~lrr llf our
r~guiar c:nrpo(:lt::: planning pro-:es". Despite these pro
~·edllres. Ir IS \er\ Jiffi-:ult [0 cSlIrnale the t'ulllre imp:.lc[

Dr' ~ldions re~:lrding :::m'lronmellU[ ma[lers. IIlC:!l[UII1"
pOlenll:.tlli~lbdilles ,0 us. Howe\er. we belie\e [hal
c!e:mup C:Osrs 11\1j c:OSlS re!aleJ (0 ellVirolll1lel1c:d Dro
ceedings and ongoing complian-:e wuh presenr 1~1\\'s wlil
nOl hJve:l m:lten~iI :::rTect on l.lUr future :::xpendilll,es.
e:lmlngs or compe[l{i\e pOslcwn beyonll [ha[ pro\IJeJ
tor :lC ye:lr-end.

\l:lny 01 our employees are :epresenred by UI11011S III
1992 ....T&T m:lll:.lgemenr ~lnd union b~lrg:1illers ne~oti·

.Hed inno\':.tlive l~lhor :lgreemems "\fuh prov'lslons tor
employees' (:.Ireer ,ec-:.lrlly :lnd "\·ell·being as well ,IS
higher wages Jnu Incre:.lsed employee ownership or' ,he
bus-iness. Cnder ,he wage porrllln of the 19re~mel1rs.

employees at [he ,op of each wage ~Lheduk fec-el \cd
incre1ses of-V;' III 1992 and 39l~ in 1993. :1nJ \\iil
reCel\'e an incre:lse of 3.9", IT1 199~. Pensions :.Ire
Incre:lsed by [JS- for rhose who retire :.1t'ler :Vby 3 I .
1992. The ::lgre~menrs also relained man;lgemenr flexl
bililY [0 re:lC( to C!usiness l:ondilions 1,IIhile enhancing
edllC:llion. rr:llnlng :md Job-c:hJnging opportunlrie~

(or employees.

Telecommunications Services .
rne~e reVenues gre'.v 0 70C in [99 3 ~lnJ 2. OC7r in ! 9Y 2.
dri\'en by ':olume :;rowrh, BillcrJ inmUles for swirc:-:ed
.;er\·lces rose 5 .se( In 1993 and he;. In 19\1'2. Dac~:': '1\'

busines, ,e~ViC=' Volume gro\vrh ~.'\cc~d, re':enue
g7ow,h ::J.S CUs[("lnlerS ,ekl.:( more ,)! :he hi gher-. ai ue.
[O\Ver-pr:ce:J ,e[\i";c" made !J0",bk ':IV ,)ur :;re:l[::r ~~':'

(;Cr\('.. Thi" ..... n\(r: :n :h..: {nIX llf ..c .. ·· "....:~:--. ~h~\( .·'J"~l)n·,C:-"

",cle r..:: {)\\'c';~ J.\C':-~~;;~ :;e:"-:l1tIlU[C: ··::..···c:"1UC\ :!~ '~:c ,,::..:"



:: .. 11 iii i c)q~ ""~ ":Ii,,,,J '1)l1le llt (ilir prlL'C~ ,lflU te:e:\
,;buur '),"It) 11llillllil ''11 ,111 ~IIlIJlIal b~l.'I\, Thc\c llll;rea\e:~

,IC::": ;,rllll~lrih ,\)1' 'cf\l-':c\ \vhere (ll\(lll1h::r ue:mi.lnt..i I~

;hl( '.cr:. ,c:n,itj\'c (1 pri-.:c, III I,lce De:~'e!l1her we tikJ for
I uu..;. onL'~ :IK~e~I\e:s \If S750 1l1l11l>llllil ~lll ~lIlllllal hil\l\
,II1J ,tis,) ,\l1noun-.::::J ~l new Ji\<.:Ollll[ plan t'nr hi~h-vo!

Jillc \;~dlcl" We c:\pe([ the dfe:([~ \)11 re:\'e:nuc:s llt thiS
jl~~I)lIIH ulan ,1IlU ,h,)se 199.+ pr!(;~ :nl:re:lses to offset
~xh ()(!1e: [n Janu<1ry 19~'+ we: abo propllse:d to r:.use
orIL';:\ rll!' "Jl11e bU~lne~",ervi-.:c~ bv :5 165 million on illl

:Illllllal b~:Si\,

\'v'e ;:\0<::''':[ I I11prC)\1 ng eCllllomi-.: ~'()nuirions Jnd higher
iJl'lL';:S [ll ~':lU'e llllr cc!ecomllluniclflOI1S ,aviccs co grow
r:href 111 ,9',).+ [h:in In t993,

Telecommunications Services

Duil,lrs 111 rnJiiilln' IY93 Ill92 1991

he(:llI'~' ,d lowl"r pl'lcc:,' (rom l<.'lepl1ol1e L'oll1panies Co
1\:~IL:1 L'~I:,I\lllle:'\ \1"<:1' lo(al ner ,v()rk:-., Thl" 1 ')L) 3 I.kcreJ:-.c
in \Hh<:r ,'l'''h was 11\,1Inly Jue (0 lower llnl:Dilel:t1b!c\,
We ~lh" il.td lower Je:prt,>~'i<ltl(]11e:xpen\e hel:<Iuse We
redul:cd pLinl auuitions, The 1992 iIKn:a~e In llcher
\.·(lStS I\'~l~ ~l~,oclated with higher ,ervice: volumes, We:
,lh,) h,IJ hlgha un-':IJilel'tibles bec.::'IU\e Ilt' t'r:luu Jnu rhe
we::d.: cCl 111()I1lY,

Products and Systems .
De~pi(e:1 \Ve~lh: glob<ll eCllOomy Jnd incense pril:e ~'Dl11

petlcion, \Jllr,a!es ~rew :-\.()~Ir in 1t,l93 ~lnu 3,30 in
[\)l)2. S~de,,< llur\iue [he L:,S, gre-.\! ~l[ a taster rare chan
l S .,ak, _lI1U conrriouceu more [han halt' rhe il1-.:n::~lse

in borh \e::lrs Ba\eu on our currenr e::\pecr:Hi'J!l\ (or the
gitJbal economy. we <:,\pe:cr gre:.lter ,ales growth 111 ['19..l

Thh pa~[ ::e~lr we: .lnnounceu ,-\T&T TrIlI!VniCf,? ser
,:c-=, .\ :lc", patemcJ [e'..:hn0Io~y [0 impro\'c the )ound
cjll~dlcl' lJI1 ~'~dh plal:ct.i within [he: ..:anclOental L,S, ;lno
C.lI1~I(.L. \\'e expecc to complete the: national rollout by
April i'1Ci..;. ,0 rt1<1t ,ATJ:T Tmevui('1! se:rvicc wdl operate
Juroil1:'Hlctily' Dn cvery ..:all placed on our necwork. We
beiiel'e It ~lles us J competitive :tdl'anrage that will help
ct, J[[i'a-.:[ ,lIHj ~cep ":'JsWlllers.

\ Lirke:[) ,'or cckcommunic:ltions services are
;:\,I':::11e:I\ .:omDetitivc AT&T is ,hc: marker leader. but
\\.c 'dlV lnothe:r ,mail decline in our market share this
p~:,,[ IC:.lf. Our own Ja[<1 Jnd the d.lla of the Federal
C)mil1UIlI(~\tIOOS CommISsion I FCC) show [hat our
:narKet ,n<lI'C :, Jbout 60C'c or' the minutes billed for
II1[er-L...-\T.-\ ,wlccheu ~cr'/ices, We withswod an Impor ..
,In[ ..:hallcnge co our marker posirion when the FCC
.liio\\ed ..:us[omers or' inbound "SOO" services to swirch
_':.IITiers,\.llhour penalries tor a 90-Jay penod in 1993,
"'\i~ ~dalneJ 95'''Y- or' our 531 largest .:ustomers and won
..:ontrJcrs away from our competitor" .\I[any of rhese
":'Js[omers'lgned long-term contracts. so we emerged
,rom ,hl~ .. Fresh Look" period wirh signed contracts
haVing J gre~trer dollar value rhan ChDS~ we had before,

The FCC ,lnd scme utility commissions regulate aUf
,er\'lc::s. Jnu many more rules are imposed on us than
on our comperirors, Bec::wse of fierce competition and
r:.lOid chan~es in technology and customer needs, che
r=CC Juopreu ,. price caps'" in [989, ncre:lslOg our flexi
::'lilty ::0 respond to rhose market corditions, Since then.
tt,e FCC has removed Jillimits on our pnces for m:lny
~uslne:ss )er\il:es. However. the FCC decided in June
'Qg 3 [0 cOl1unue pr1ce '2aps t'or reSidential ,ervices
'n~[e:JJ or' re:.iu":lng regul:H1on \)t .AT3.:T.

T"(:d,,:o',, or te!ecommunicHions ,er\ICeS dedined
:nl' :JJ~r \e~tr: ":llSiS In ! ':l92.vere Jonur !e',c:[,vlrh [hOSe

,1 'll): Desfwe: :ligher ..:::i1ing 'iO[Ul11e~, .le::s, Jnu
ene: :1[cr:.: )11 [1e''':::1011 ~";'h drooped :orh le~HS iJrge!y

J7.i1l9 18,132 [3,395
7.lHl9 '7,135 6,881

2..Ull'l 25.267 25,'::76

515.1-15 S!·UI3 Si] ,529

3X.O'1 362"(- ~~. 9 C
;'

Products and Systems

Dol Ltrs ill l11i i Ii"n, 1\)\)3 I\N2 I'Jll!

RLlcnu<:'
Tc kL'OI1lII1Un'L:~III"n:-.

netwnrx rrnUUL::, anJ
"~ ...,(~~n:" :s ~.3-15 ') j ,Ii '.I 1 S j . ..J.lllJ

C\lfllPUlc; :Jrouuds anJ
... ~ "'{C'111:-. 3.5lJ7 .~ .J,_~.~ ,~.f>h7

C,lfI1II1UIlI\::lllon, proJ·
\lL:l' ~U1U ",1<:111:-. 3A3X .~ ,()l)X 2.s:':'

.\ 1i~·:·()ckt..;:rllnJr.~·." iJroJ ..
Jet ..... ... pe,..;i~d-J~;-,'gn
pr{iUlh..:: ... [lll'L' S,
~o\crnln~!l( . :Inu
.Hller" 2.·Hl'l ~ ..25 ! ( .I.}.~:

-,----
Pmuuc::' ,Inu ":'-...,i~nh li.7lJX i fl ..... '7.~ ," .uJ,j,.

TOlal L:l"l.' 11l .•'W9 'i,~~tJ II ",. ~ .'~

Grp ....... (nar~lrl S n.9X9 S ti,62 7 S h~()7

GI"(\ ........ lnar,:;~n pcn':t::ntag~ 39.3"'( ..J.ll. 2r i " -r-;

'001":(" I' -.,II1lCl",-'J rrJr. ... :(J~:ll~ \)( 1tlt.';Ji:l. rn:Jtllnlll~IlJ[ly l'\lr I.!"",:

'.\ lrh ,1U[\lli1:lh.:rJ ~~ikr m~Ii.,':;'ln~:"a .1IlJ ':lHI1C+\J.- ......d",' :.."41110111\:!lL .HILl

0U .... lI1C:-- ... illrl11~

Re:\enue:-. t'rom,ale~ Or' te:Ie:t:o!l1ll1unic~j[I(lns nerwork
prouul:[s ~ll1u,y,rerm grew 8,50 in 19,:)] ~lnJ 2,7(:( III
! '192, The! 993 incre:.lse: <::.lme chiefly t'rom hIgher ,~des

or' \Vlrek~, prouucrs.~wirchi!lg e:tjulpme:nl anu nper:l"
rion~ ,y,rel':1s, In 1992 rhe ~rowrh C:.lme mainly ,'rom
higher ,ales or' c:.lblc ~y~(ems and ,wi(ching equlpme:nr.
Saks DU[S iue [he L', S, rose borh :,'e:lf':> while L" 5 sales
grew In \993. Orders were heJ\ i Iy we ighted [Qward
the i 991 ,[art or' a se\'en-ye:.lr. 5600 million l:Clnrr~ll:[

[0 ,uppiy GTE C)rporacion wirh Wireless eqUipmenr.
so lS, ,..lies were lower in 1992.

.vlany ..:ounrries Jre modernizlOg (heir COl11mUnlCl
(Ions net\\orks, This willle:J.o co many sales opportuni
ties In the: :,c:.lrs ahead. \Ve ::xpec( co partner With chese:
.:ounrneS be:<.:au"e we provide :.l full range or' inregrareJ
prodLIl:r5 Joel services :.lnd. 'Llmetirnes. assi\tanl::: 111

t'inanl:lOg ch::!r ::4u1pment purchases.
in F::bru:.Iry i993 we ~Igneu In agreeme:nr '-"Irh [he

S(:.J.(:: P',anning C)mmi:-.~ion \)t" the: ?elmle', Rc[)uhii-.: ut
Chln~1. L'nJe~ th~l( proo()~el.l p<1rtner',hrp, we ~\pe:C( til

:::ngage: :n i\lC~d ,ese:.lrc:J. Je':e!opl11enr ,mJ I1nnur'~lc::ur ..
lng ,)r' \~~~(["~d ,)(r-ic~ "l\\. :('''::-lIn~ ~t.;lllpnl~n(. ,..:::::tlti~tr ,-';Jl1~

~llunll::.H~I~qi'" '\ "tc;t1:"l ...:(~~ :e!~'_·~)lnl1~I.:ll:\.:~Hhll1''1c~·.\()r~ ...

538,805539,5S0539.803

J.,\••:,.:~":-' dnd ~)(her 'n[cr

~'(JnnCC:lnn '...~u...,[:--.
O(h~r -.20 ... i-..





f1Hf;' 20 . '35 1<:"0' ; "'- i

TeWiiN~s.r._

~ trom~icItiOas servit.es inereaed Z.O pen:«lt in
1.992 and 1.4 percent in 1991. BWed mimMes Cor toW switched ser
vices mcretSed 6pereenC in lS92 and 6.5 peroeIll in 1991, wiUl YOl
\UOt pins in all~ service~bod\~. '1'hesCtOlljeSt
~ in \'QIumes were in outbound aDd ~bound US. busine&1~
:WAl'S aDd 800 service ramU_}, and in intmtational services.

'We anticipa&e continued growth in teIecoDunuIlieaUofts IleI'Y'ices
m<ia.Js,trywide ill 1993 and~ the growth in our r.eI8coIMltmica
tiona services revenues Will aoPf08cll t.bf! induItry me.

~ itllailliollO I. leel 1'-
Tocal rtYtRUeS Sst,580 $33,806 53&,2&1

.~udotber

~DIClioa CXllSlS 18,132 18.385 lU1!
ItMr eOlICS 7.1" 6,881 7.<)jll

ThuIlCOlQ %5,2&1 25.276 25.633

G....malJln U4.318 S13.~ U!,630

Gtou N11in pereensqe 36.~ :34.9~ J3.0'K.

The pin in revenues over tbe Iaa two years trailed the volume
pm for $W\tet\ed~ because of the Jower-priced, h.igber-value
-;ervioer$ we introduc:ed. Tbese servicel paa 011 to CUSfOID8I'S die
"IYmp fr<lI'l\ our~O(Mt'atinc etficjeDCY and enable them to
taiJof our 3el'Vices to maIcl\ their indiv:idl.W needs. 'nlis 3hiA in the
-mix 0{~C\IlKOlM~demao4 has Iowe~ average per-miPute
1l!\'mue5. OtMrwise, l1l8I'ket. J>nclng trends are relatiftb'~.

AlthouF we pined~ lIbare in~ :terV.iee easegories.
oW" ~Il,bart of tile~ Ioaa~ U't.tne deetined
slightly in IWl. However, 0Gt own 4aEa aad the dIM of tM~
CommuniclIdons~ (FCC) show that our toW flIm oftbil
rnamt~~60J*C8f'\.

Total cm& ot te4ecomlllUllieuions~ in 199'1 was approxi·
nweIy level with 1991 and declined from 1990. Despite "..vol
umes, 10W aceess and o&bet imeftoDPeeCion ((lBI3 deellned both
years. ~ acsiveIY~ reduced prices lor cotIoectioos to CUI

tomers.~y 0lUSide the IJnked Swef>. 1'be i.nereaIe in oUter •
c-. ()f tdecommuniclldons services in 1992 ref1ecIed Jli&her servke
volumeS andalallc provfaioII for~Ies due w fraud aPd the
weak 9COIIOID1. The 1991 decline in ocheI" C06t5 was PrinwilY due to
IDwer _wade oper'IICiQC and nWncetWlce eosa,

TeIeeommunicarJoilS servicI!s are~ by the FCC aDd by
stare pu.btic uUlJty cornmiIsions.~ we remam more reguJar.ed tba.l\
our competitors. 8ecIuse 0{ lftr.ense eompeQEion and rapid~ in
t~~ WOL1tOlDer needs. me FCC adopted "pri<:e caps" in
1989, increuing OW' t1eacibllily to *POnd to those I1Wket conditions.
The ro: is currently eapeed ill a tflree..)'eIr review of the price caps
and win decide wbether to renew thesn or to further reduce regu1f..
tion tl AT&T.

In NoYember 1992, aU.s. Coun of.~ ruled tiW the
ComrmmictDoM Act~ allloaC disWlce carrim to publicly
tile their 1'1*. That decision, whidt n!lYV$ed an FCC policy that
had pemi\\ed OW'~~~ negot,iar..e prices with Cl.IStOIOers in
~C. makes the regulation of AT"T and odaef' long disr.a&tCe carriers
,lightly l_ "QMqual.

1_
1991' 1100

l_
1888' 1M, Ihli' lll/l.~ I~ Jlul. l, 19:<..

j4.Ht 163.089 $62,191 $61. LOO S61.7!j6 160.080 iOl.906 S63.130 360.318
08,," 61,731 ;;6.696 56.j~76 64.031 56,248 60.907 59.561 57,494

3,807 ;2~ 3.104 ~.1()& (1.ZSO) z..t63 ~j6 1.872 L713
1 23 86 110 112

3.80'7 ~2'.!. 3.1~ :l,lQQ (l,zal) 2,444) 3tO 1.762 UiOI
2.86 .40 2.42 ~~.40 (.94) 1.82 ,29 Ul L~

1.32 1.:>2 1.32 1[.20 1.20 1.20 1.20 1.2<1 1.20

'/18.3iS $18.689 SlU61 Sl7,023 $16,3$4 821.866 822.061 $23.133 .522,187 S-lUl&
~7.188 5.~.Ui) 48.32% ':,181 39.869 44.014 43.617 4-U8:3 ~.-l18 ;l9.1l>6
8.604 8,~ 9.... U'M UljoC) 8,O'l7 1,789 8.0'26 U~ 9,462

82 912 l.~i UH L523
18,ftl lUtS 16,883 14,,72S la,105 IU17 15.946 16.901 1.5.839 14,,11=3
3.933 3.880 4.018 2:.851 40288 U05 3.904 4.195 3.6$

9.7% 2.2~ 8.8" 8.2" {3.7)" 7.1 " 1.6% 'l./% -l.a
s.tx 0.8" :).0" 5,1" (~.l»~ u-x. o.s~ 3.0':(; 2.8~

21.t% 3.191. 19./'% 11.8~ (7.2)~ l5.0~ 2.2% lO.7~ 10.5'S

~n.OO $39.125 $30.125 1.45.50 $28.75 m.oo $23.00 $25,00 S1950 $l7.Si5
IH'.l! 5 12.38 $ It.46 ~1l,54 $10.55 $12.6& SU.91 '12.:)8 ,3l:tOO $ ll.~

46.n; 48.9~ -17,6% 43.0' ~U" :*.1\ 34.0: 34.5~ :le.';'X, 40.1%
!f..4~ ~.T% 3&.3% ~.3% 37.3X t2.a% ;l:Z.2% 3'~.9t. ;36.2'" .w.l~

~11.jOO 317.100 :32S.~ 3-'1:9.500 364.100 365.000 :37UOO 199.600 -l27.200 ~3!>,()OO

II

•



In January 1900. we announced an~t~ acquire a 20
peroent equiLy inter. i.n Lnitei Comnumleuioos. Inc.. a Canadian
long disr.a.nce company, for cash and advanced teieclommUnieaDons
equipment valued at appro."<lmIIely $126 millioo. We negoUated this
alliance, wlUeb wiU incLude joint projeclS and lftIl'bCinl eItorts. as a
OO1I\pe'titiVe response to an alllaIlCe benleeI\ Mel Coms\l\B\ieIf.ioM.
Inc. and aCOI\SIOl'tium ofCanldJan tdepbone comp8Ilies called Stentor.

In :-.fay 1993, busineSS customen will be ab~ to switd\ between
lon& disr.anee companies while rete.ining thef1~ 800 num
ben as a result of technology put in place at the local telepbone
companies. AT&T expects to gain some~mers ~dy using
the services of our competitors and lose some CII$tOIM1'S to those
oompetitQrs. Some of our CUStomelS have -lived their rights to
switch between companies by signin, Iollf'terIn c.ontr'aCt$ with lIS

that~ suitad to tbeir particular needs and CircurMtancell.

I"nlduas andSJ*-

Sales l)f produer.s and systems increased a.a percent in 1992, 00 eM
strength ofa sharp rebound in tM !ow quarter. Sales had declined
in year-over-year comparisOns for the fil'St halt of 1992 and 1.1 per
cent for all of 1991. primarily because of a. weak gklbaI economy
and price competition in most producl earegoties. The 1992 sates
inaease Wa$ fueled by our oontiPuing~ of overseu pW'

•. Also eoaO:'ibuting to higber salei were several~ new
product launches.

Wf; ~~1'O'fU\&eeoo.omic~ in 1993, particu
larly in the u-s., paving the way for funhe1" g1'O"4h in sales of
prod1acI:s and sysT.em$.

DoIUEs ill lDlllioIa 1m 1"' tHO

1'eleeoaununie:atklm netWOrk
prodl;u:ts &nO~ $ 7,711 5 1,490 $ 7.303

Coaqluter pr0duet5 lIl\cI systems 3,433 3.867 U20
~iI:atioM~

and SYStems 3,018 2.852 2,8=)7
~products,

speela1-desieD prodw:r.s for
u.s.. govemment. aIldathtr" 2,:331 1.932 1.804

s.les or p!'Odl.lcts and~ 16,418 15,941 16.124

COIIt otprodurts and~ 9,,," 9,134 9,2~l)

Gro5\nw&in S 6,m $ 6,807 Ii 6.896

Gross IlW'gin peroentll8t "O.~ 42.1~ 42.8%

·-~il~of_UIlI"""'","-."'ldl.~b'foo"_'NiUI.....-.IleI""

----..poi1lt-«.....-.~_tl___~""""_IOft_.

Revenues rrom sales ofre~ netwOr¥ products
aPd~i~~.I)pertel1\ in 1992 U\d 2.6~ in l.991,
primarily because ofdouble-digft growth in sales ow:side the U.S.
This growth re6ecu our increasmg I1UUU\presenet werseas. which
$bOukllead to~more 5l1~~ in tbe years &bead.
Maay of the~ countrie$ haw pI&lls for~ invest
ment in dleir basic wIecommuni.eatioos intrastruC'tW'eS. AT&T
is an aa:ractivt partner for many of tMse countrieS. offering a full
ran,e of integrated. products and services and, sometimes, assistance
in fmanring.

·r"

SaJo. fA) the~ Bell Operuing Coolpania were steady ill

199'2 after a dectiM in 1991. "Mle R80Cs Md reduced capitat spendiag
in a weak US. economy u.t bad fe9Iw bOOslng SlaI't$ and,~
quemJy, slower~ line srowtb. In addition,~ competi
tion for sales lO tbese QIS£ORIaS cmled PrlciDI pressure. redoclnR
our reYellues and tQIl1in$. However, we~ly ne,odlted
new sales cc.tr8CtS with several 01. the regioDa1 companies,~

saIe6 under those contraCtS coM1'Ibuted to SQ'Ong fourth quarter
Im$lJes.

Out oclwir u.s. C\IStOmerS b'~n~orlcprod
ucts 8Rd syJSI.ema include iIldepeIk10em telephoM eompanie$. ceUular
serviceptlllriden, buiking~ and. omerspecialized compa
nieS. Our sales ofwu.s procIucts iI'Iereued stronsfy in 1991 but
decUnecl in 19&2. pri:rllanly as &~at: tile tiltUng of orders under a
~ 199J COIIR'aet wit.b GTE~ that is expected to produce
1600 million ID total revenues O'er~ years.
~ from sales of00IIJI)Uter products and syaw.ms cIecnl.sed

6.4~ in 199hnd ll.O perceot In 1991. ~decl1nt in 1992
was mtinly 1he resWt of the loss orsales from some of AT&T's 001II
putt!' proQu& that weft pb8se&l out after the llII!fIfJfwUn NCa
and beeause of the weak ecoaomy liz Europe and JapIn. The 1991
~~ weak demaDd irldusa'ywide. princip&}ly due to
the eetlnomy.

NCR IMD8gement smood'lly~ die integralion of thole
porQoGs of mT's Comouter Syscems unit thai were reWned. They
also maNged a fil$l-iluarter 1992~with '1'enc*aC«poration,
a leader in ~rma.oceeomplJWS)'StemS.~~
teehnologies and latpdIcabae~ ($4!e also Note C.)
Despite thest tasb aDd 81\~ tblu; tw.rt many other suppuers of
business intrJnItjon proeessis18 syst.ar&$. the newly eoastiblfM NCR
remams an inlpc:Irtant~ tG ATlT's eanUl1p.
~ from saIe6 of~productsADd systemS

increased 8.6 peroettt lit 1m and O.5l>Ueent in 1991. Partly rdIeet
ing gains in marKet share in 1991. sales pw both years for conswner·

L~ htrn-.,q'__
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Bell company managers keep urging
shareholders not to worry, envisioning a
"soft landing" that will allow entry into
new businesses through internally gener
ated cash. It may take longer, but such
plans would allOW them to avoid touching
the dividend, they say; meanwhile, earn
ings would perk up and growth investors
would begin to move in. "The very Wall
Street people who fully realize the need
for the Bells to invest in growth opportuni
ties would be the very first to react nega
tively to any change in the dividend pol
icy," one Baby Bell executive says.

Pacific Telesis' payout continues to be
the highest among the seven Bells, totaling
800/0 of its net income. The Bell average is
68%, with SBC Communications, the San
Antonio-based regional phone company, at
just 520/0.

pes licenses alone are costing Pacific
Telesis $695 million. Mr. Heyser said the
Bell expects to fund the expenditure by
issuing commercial paper within the next
six months.

Tne questlon IS, now much more of its
capital-spending requirement over the
next several years will need to come from
external sources. The company says it can
handle most of its heavy spending require
ments internally, including between $500
million and $700 million needed to put in
the PCS network.

In addition, Telesis will have to pony up
as much as $2 billion to AT&T Corp. in
1998 to pay for its spanking-new interactive
video network.

If it needs cash, Telesis "has enormous
capability to go to the capital markets or
take on additional debt," now at about $5
billion. Mr. Heyser said. That may be, but '
financing its expansion entirely with debt
could jeopardize its currently stellar credit ,
rating, at least one analyst says. And
dilution from issuance of more equity to
pay for its plans wouldn't necessarily sit
well with shareholders, either.

"We shouldn't be in a situation where
the dividend in 2000 is more of a burden
than it is now," Mr. Heyser asserts,
Maybe. But that assumes its core tele
phone business remains strong. That could
change once competition starts to take hold
in the California market. And it may take
years before its investment in cable and
other new technology pays off.

Why is,that?TheBaby-BeHs~re racing I
ahead with costly expanstons IOto suc~ ,i
areas as cellular-phone and cable-televl
sion services. Meanwhile, competit~on
looms ever larger in their once excluslve
local-telephone realms. As one big share
holder putS It: "The Bells face an inherent
conflict. What they want to do as compa
nies is in conmct with what their current
shareholders want" - namely, fat divi-
dends.

"They are literally in a dividend strait- .
jacket." says Merrill Lynch analyst Daniel
Reingold. The industry's worst fears were
confirmed when Bell Atlantic's share price
plummeted after announcement of Its now
shelved plans to merge with Tele-Commu
nlcations Inc. And Bell Atlantic had sug
gested at the time merely that the dividend
would stay flat.

By SUSAN PULLIAM '
And LESLIE CAULEY

Staff Reporter! of THE WALL STREET JOURNAL

A dividend cut by aBaby Bell? Why,
that would be like messing with ,Mother
Nature,

The regional Bell operating companies
don't even want to talk about the possibil
ity of cutting the vaunted dividend -- much
less do the deed - because their stocks
could get hammered. Yet the question
keeps popping up on Wall Street: Which
Baby Bell might be first to puncture the
payout in the next year or so?

The dividend dilemma is most stark for
PacifIc Telesis Group, which has a 7.2%
dividend payout, far and away the highest
among the Baby Bells. "PacTel undoubt
edly faces the greatest balancing act"
when it comes to financing its I~owth

strategy while maintaining a hig,h divi
dend payout,. says Andrew Bischel of
money manager Spare, Tengler Kaplan &
Bischel in San Francisco, a PacTel share
holder.

Like other Baby Bells, Pacific Telesis
hasn't any plans to change its annual
dividend "at this time," says Jeffrey
Heyser, executive director of investor rela- ,
tions. Moreover, Mr. Heyser says the Baby i
Bell expects to fund the large majority of
its existing and planned projects without
issuing debt or new equity - or cutting the
dividend. However, he concedes ttlat the
company's first big expenditure will be
funded by issuing short-term debt.

Why' are some investors wondering'
about the Bells' dividends now, when a cut
might not come for months or even years?
The government's auction of "personal
communications services," or pes. li
censes has reminded investors that the
Bells' efforts to morph themselves into
growth companies won't come cheaply.
Sooner or later, one of them "will eut the
dividend - it's just a matter of when," says
Scott Billeadeau, portfolio manager with
Bank of America's Pacific Horizon aggres
sive'growth fund.

Baby-Bell Watchers Ponder the Unthinkable:
·W~iSh·MightBe't,h~ £.~r~tt9rJ~llt Its, piyjdend?
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